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KEY ECONOMIC INDICATORS: ZAIRE 


All values in millions of U.S. 
$ unless otherwise stated. 


PRODUCTION 
GDP (constant 1979 million zaires) 
Copper (1000 metric tons) 
Cobait (1000 metric tons) 
All mineral index (1979 = 100) 
Agricultural index (1970 = 100) 
Manufacturing index (1970 = 100) 


MONEY, CREDIT, AND PRICES? 
(in millions of zaires) 
Money supply 
Net credit to government 
Net credit to business 
Consumer price index (1975 = 100) 


GOVERNMENT BUDGET 
(in millions of zaires) 
Receipts 
Expenditures 
Deficit 


BALANCE OF PAYMENTS AND TRADE“ 
Total exports (FOB) 
Total imports (CIF) 
Balance otf trade 
Official Settlements Balance 


EXTERNAL PUBLIC DEBI? 
Total debt outstanding 
at beginning of year 
Total debt service due 
Service payments as 
% of export earnings 


4 
5 


Exchange rate: U.S.$ = 5.47 zaires 
as of January 1, 1982. 


ge 


1979 1980 1981 80-81 


978.5 
459.3 
14.5 
109.1. 
104.9 
88.7 


+++ + 


4370 
527 


24.5 


1 ’ : . ee i 
All figures are Bank of Zaire data unless otherwise indicated and include 
most recent available revisions of prior year statistics. 


21981 figures for Balance of Payments are Embassy estimates. 
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Public debt figures are based on IBRD/IMF data. 


4 ‘ : pie, 
Balance outstanding plus interest arrears as ot mid-year. 


Does not include arrears on eetic debt service payments or take into account 


rescheduling of portions of 


79, 1980, and 1981 debt service obligations. 





INTRODUCTION AND SUMMARY 


zaire's great economic potential remains vastly unrealized as the 
country struggles to cope with the financial and administrative 
implications ot an economic crisis stretching back to the 1975 fall 
in copper prices. 


Boom years for Zaire's economy can only come with aigh mineral 
prices, but prudent financial management could probably ensure 
modest economic growta even in times of weak world demand for 
Zaire's raw materials. 


Drawings under the three-year IMF Extended Fund Facility (EFF) begun 
in June 1981 were suspended in November 1981 because Zaire failed to 
meet important pertormance targets, notadiy tuose relating to the 
government budget deficit. 


As long as world market prices tor Zaire's principal exports remain 
depressed, real growth must come from significant structural reform 
of tiie economy, one oi the goals of tne EFF program. 


With the suspension of the EFF, however, momentum toward long-term 
growth uas been lost. Zaire continued to carry a signiticant debt 
burden, and debt service obligations in 1982 were more than 30 
percent of the value of its expected exports last year. In the 
Short term, Zaire is faced with sizeable foreign currency payments 
on its external debt, and the country must tind ways to increase 
mineral and agricultural production and improve transportation. 


Decreased export earnings hindered Zaire's efforts to meet its heavy 
debt service burden in 1982. The country is seeking another meeting 
of the Paris Club to consider rescheduling a portion ot Zaire's 
official debt, but it is unlikely Paris Club participants will agree 
to meet unless Zaire is following a functioning IMF program. 
Agreement on a successor IMF program in turn depends on Zaire's 
ability to demonstrate that it is implementing policies designed to 
come to grips with the country's economic problems. Toward that 
end, Zaire must find a way to control better the government budget 
process, but the country's success to date has been limited. 


Prospects for investment in Zaire seem noticeably dimmer this vear 
than they did only twelve months ago. While the rate of inflation 
was heid to about 50 percent in 1981 and Bank of Zaire figures show 
that GDP real growth in 1981 was 1.9 percent, a serious foreign 
exchange shortage caused by the large balance-of-payments deficit, 
and a shortage of local currency credit to the private sector 
resulting from the giant government oudget deficit combined to 
disrupt the productive sector in the last quarter of 1981. That 
disruption aas continued throughout 1982. 
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In addition, the suspension of the IMF‘s EFF program throws into 
question tne ability or the government to meet its investment 
commitments such as those in mining and energy, and insufficient 
aggregate demand in the economy nas slowed tne sales growth ot some 
firms. 


There is still a large gap between tne orficial and paraliel rates 
of exchange in spite of a 40 percent official depreciation of the 
zaire against the SDR in June 1981. Reduced foreign exchange 
earnings will put further pressure on the zaire and make it 
ditficult tor tne country to import sutticient raw material’ and 
intermediate goods to sustain growth in the productive center of the 
economy. Tuus, 1982 has deen a difticult year tor Zaire. 


While business conditions are difficult, opportunities do exist for 
U.S. exporters and investors. But all potential saies and 
investments should be studied carefully to see that sufficient 
foreign exciiange will be available. Delays nave veen experienced on 
exports to Zaire. A cash and carry policy is recommended until such 
a time as a marked economic upturn becomes evident. 


REFORMS IN MINERALS SECTOR 


In an attempt to combat tne eftects of falling prices and reduced 
earnings for most non-ferrous metals, Zaire has redefined the 
relationsnip between GECAMINES, the nuge Shaba-based mining company, 
and its sales agent, SOZACOM, to cut overhead costs. In addition, 
hign-level management cnanges in GECAMINES designed to streamline 
the company's operation together with new accounting controls have 
encouraged European leaders to consider several capital 
rehabilitation and expansion loans to the company. 


GECAMINES, wnich typically has provided about hnali ot Zaire's 
foreign exchange earnings and 30 percent of its government revenues 
in recent years, increased copper production nine percent in 1981 
while cobalt production dropped 23 percent. On the other hand, 
retorms in the gold and non-industrial diamond sectors designed to 
recapture a portion of the huge smuggling trade seem less likely to~™ 
succeed in raising export earnings than the GECAMINES/SOZACOM 
reforms. Nevertheless, in 1982 production of industrial diamonds, 
tin, gold, cadmium, siiver, ana zinc should continue to rise slowly 
above 1981 levels, and any increase in world market prices for these 
commodities will help boost receipts. Zaire's petroleum production 
continues at about 25,000 barrels per day, but the country is forced 
to spend more on petroleum product imports tan its own production 
earns. 





AGRICULTURE: DECLINING PRODUCTION MEANS HEAVY IMPORTS 


Zaire's agricultural production continues to stagnate because of 
governmental budgetary problems, price controls, the after effects 
of nationalization and weak institutions. The largest impediment to 
a more efficient internal use otf agricultural resources is probably 
the deteriorating transport system that forces farmers to produce 
just enough for tie family unit and prevents commercialization of 
harvests in many regions. Efforts are underway to correct this 
Situation by increasing investment and credit to the non-coftee 
agricultural sector. Total agricultural exports will run over $210 
Million in 1982 with ofticial coftee exports accounting for about 
$150 million. Other major agricultural exports include rubber, 
timber, palm kernel oil and palm kernel cake. All of these sectors, 
however, are in decline from mismanagement and a lack of 

investment. Production ot the tnree main staples of the Zairian 
diet -- cassava, corn and rice -- is insufficient to meet domestic 
demand. In the short-term Zaire will continue to spend from $200 to 
$300 million a year on foodstuff imports. If effective structural 
reforms (price liberalization, greater agricultural investment) are 
implemented, and if the bottlenecks in the transport sector are 
removed, long-term prospects for tne recovery ot Zairian agriculture 
are good. 


MULTILATERAL RECOVERY EFFORTS FALTER 


In June 1981 the Government ot Zaire reached agreement with the IMF 
on a tnree-year SDR 912 million Extended Fund Facility (EFF) which 
was to run trom 1981 to 1984. Tnis arrangement was designed to 
Support the country's own economic stabilization program and had 
quarterly performance targets relating to money and credit 
expansion, debt service payments, and the government budget 
deficit. Zaire met those targets based on economic performance as 
of June 30, 1981, but missed the targets of September 30, 1981. As 
a*result, additional drawings under the program were haited in 
November 1981 and the Government of Zaire has since requested 
termination of the program. 


A primary reason tor the suspension ot the EFF was the government's 
inability to control the budget deficit. Economic trends made this 
task more difficult. Eighty percent of government budget revenues 
come from customs and excise duties and corporate and payroll 
taxes. Tiese revenues are closely linked to economic performance, 
and depressed world market conditions for Zaire's major exported 
products have reduced both import and export levels adversely 
affecting government revenues. 


To make matters worse, the government also demonstrated great 
difficulty in limiting budget expenditures. A series of announced 
rerorms designed to reduce spending, including personnel costs in 
the military and education sectors, has had limited impact to date, 
and tne budget deticit has stubbornly continued to grow. 
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At the end of 1981, the deficit stood at almost twice the EFF 
performance target, and it iias grown even more sharply during the 
first half of 1982 despite new policy reforms. Though the deficit 
growti has veen slowing, it seems clear Zaire wiil have to 
demonstrate progress in its fight tc control the budget if new 
multilateral economic support is to be made availiable. 


Another problem Zaire will have to face is its mounting external 
debt, whicn now stands at over $4 billion. A Paris Club meeting of 
participating official creditors was held in July 1981 and agreed to 
a further consolidation and rescheduling ot certain of the country's 
official debt payments falling due in 1981 and 1982 contingent on 
Zaire remaining eligible for continued drawings under the IMF EFF 
program. Since Zaire fell out of compliance with the IMF, a portion 
of the agreed debt rescheduling for 1982 did not in fact take 

place. The country is left with a debt service obligation for 1982 
which is probably beyond its ability to meet without new external 
financing. 


Once more, Zaire is seeking new debt rescheduling, but Paris Club 
participants are unlikely to agree to meet again unless Zaire 
Signals its commitment to economic reform and stabilization by 
reaching agreement with the IMF on a new support program. 


INVESTMENT CLIMATE 


The downturn in Zaire's economic fortunes in 1981 and 1982, 
especially as reflected by the shortage of foreign exchange at the 
official rate, has discouraged new investment in the country in 
recent months. Many manufacturing companies are working .t less 
than 50 percent ot capacity, and prospects look dim ftor@g ick 
recovery. In addition to general business conditions, investment is 
hindered by companies' inability to repatriate earrings apd 
competition from the public sector. The government is .amgre of 
these problems and is actively seeking redressment through an 
investment code giving substantial tax incentives for new investment 
and encouraging the development of industry that exploit Latre's 
abundant natural resources. 


Current U.S. private investment in Zaire totals some $250 million. 
Constructeurs Inga-Shaba (CIS), the consortium headed by 
Morrison-Knudsen, has completed work on wnat is now tue longest D.C. 
power line in the world. The thousand-mile project brings 
electricity produced at the giant Inga Dam complex on the Zaire 
River near the Atlantic Ocean to the mining industries operating 
near the Zambian border. The line has experienced some shutdowns 
both because of technical difficulties and Zaire's failure to reach 
agreement with Morrison-Knudsen on the cost of an operations and 
Maintenance contract, but these difficulties are now in the process 
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of being fully resolved. In oil exploration, production from Gulf 
Oii's offshore concession continues at a monthly rate of 700,000 
barrels. On the other hand, activities of many established firms 
remain hampered by interrupted foreign exchange flows to industry 
which have limited these firms' ability to import essential raw 
materiais and intermediate goods. 


Investment potential in Zaire is most attractive in industries 
capable ot generating foreign exchange such as those using the 
country's abundant mineral and electrical energy resources. The 
foreign exchange earned could be used to purchase necessary imports 
or repatriate profits as may be permitted by the Bank of Zaire. 
Other important areas are timber, food processing, and plantation 
agriculture. Business constraints are at times severe in Zaire, but 
eimaginative companies with an interest in resource exploitation can 
face good prospects from Zairian investment ventures. 


LABOR SITUATION 


The National Workers' Union of Zaire (UNTZA) is a one-million-member 
organization staffed by a thousand full-time employees. Each 
employer pays two percent of the company's total monthly payroll to 
UNTZA for workers' dues. The union negotiates at the national, 
industry federation and company levels and lobbies various GOZ 
bodies to influence labor legislation and regulations. Most private 
firms (and all foreign companies) in Zaire increase wage levels in 
excess ot the annual inflation rate. The national tax system favors 
payment or benefits rather than salary, and true wage costs for 
employers, “who must provide everything from meals and clinics to 
soccer ciu¥Js**are often more than double nominal salary expenses. 

In some areas, large companies also provide many of the basic social 
services. “€dr example, all foreign firms pay transportation 
expenses, Wirth automatic increases for fare hikes, and many provide 
their own ‘€ars and buses for employees. Companies are often 
expected té’sel1l food at subsidized prices in company canteens. 


The UNTZA leddership is generally pro-government, moderate, and 
non-confrontational. UNTZA does not encourage strikes, but rank and 
file members have recently begun to discover the power of wildcat 
action, and walkouts have recently occurred in some industries. 
Nevertheless, industrial relations in Zaire's private sector are 
generally good despite the continued economic stagnation. 


IMPLICATIONS FOR U.S. EXPORTERS 


The United States was among the top four exporters to Zaire in 1981, 
selling about $150 million worth of goods. But depressed prices for 
Zgirian minerals on the world market, foreign exchange shortages, 
and central bank mandated import priorities limited overall U.S. 
trade opportunities. Nevertheless, foreign exchange is generally 





os 


available for imports of food, pharmaceutical products and some 
basic industrial imports. However, U.S. exporters face tough, 
experienced competition from European and South African suppliers. 


U.S. exporters' best opportunities are increased agricultural and 
capital goods sales. U.S. firms enjoy ready recognition and good 
reputations in the mining and agricultural (especially coffee) 
sectors, both of which have access to foreign exchange and have a 
great need to upgrade and expand current equipment and operations to 
curtail the decline in Zairian export receipts. 


Although foreign exchange is limited (and the extension of credit is 
not recommended), major U.S. export opportunities exist for which 
offshore hard currency financing will be available. Large 
multinational projects under the auspices of the World Bank are in 
progress in port, rail, mining, fisheries, and agricultural 
rehabilitation. USAID will give $10 million in grants for 
developmental projects in Zaire, some of which require the import of 
vehicles, tools, and spare parts. (Bilateral aid projects usually 
require procurement in the donor country, and the larger foreign 
bilateral programs offer little hope of U.S. sales-) For the long 
term, however the private sector in Zaire offers a better chance of 
continued and expanded U.S. trade opportunities than bilateral or 
multilateral aid programs. The U.S. exporter and investor must make 
a special effort to understand Zairian foreign exchange constraints 


and regulations before attempting to do business in the country. 
Financing is always desired, and a knowledge of French is important 
for conducting business in Zaire. Many sales opportunities do 
exist, and American products have a good reputation for both sales 
and service. 


*% U. S. GOVERNMENT PRINTING OFFICE :1983--381-007/72 








